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“ae 
KEY ECONOMIC INDICATORS FOR THE GOVERNMENT 
OF CYPRUS-CONTROLLED AREA OF CYPRUS 


All values in U.S.$ million and represent period averages unless otherwise indicated 
Exchange Rate: US$ = .355(1979), .353 (1980) .420 (1981) Cyprus Pounds 


Change 
1979 1980 1982 1982 Vs 


INCOME, PRODUCTION, EMPLOYMENT 


GNP at Current Prices (CY#) 646.1 767.7 869.4 +13. 
GNP at Constant (1973) Prices (CY) 382.8 398.6 403.5 +1. 
Per Capita GNP, at Current Prices + 3,599. 4,219 3,995 = 5. 
Gross Fixed Capital Formation at ++ 

Current Market Prices (CY#) 219.8 255.4 210.7 + 5. 
Private Consumption Expenditure at 

Current Market Prices 1,408 1,299 Te 
Indices: (1973=100) 

Industrial Production 128 134.1 + 4,82 

Average Industrial Wage (Manufacturing) 329 388 +17. 

Labor Force (Thousands) ; 208.1 209.3 +50. 

Average Unemployment Rate 82 1! 2.8% +33. 


MONEY AND PRICES 


Average Retail Price Index 
Money Supply 
Interest Rates (Central Bank) 


BALANCE OF PAYMENTS AND TRADE 


Gold and Foreign Exchange Reserves 
External Public Debt (Excl. IMF Drawings) 
Annual Debt Service Ratio ++ 
Invisible Balance 
Balance of Payments 
Balance of Trade (Deficit) 
Exports, FOB 

U.S. Share 
Imports, CIF 

U.S. Share 
U.S. Share as percent of total imports 
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1980 1981 
MAIN IMPORTS FROM U.S. Quantity MT Value Quantity MT Value 


Wheat, Barley, Sorghum and Corn 141,386 2239 230,688 43.4 


Leaf Tobacco 655 Sa 850 3.0 
Cigarettes Loe a 91 


Industrial Paper (Including 
Printing, Kraft and Other) Li es9 6. 10,266 


Textile Yarns, Fabrics, etc. 
Specialized Machinery, Metal Working 
Mach. and Gen. Ind. Machinery 


Telecommunications and Sound 
Recording Equipment 


Per Capita GNP applies only to Greek population in the South 
estimated at 512,000 in 1979,80 and 518,000 in 1981 


Gross fixed capital formation by industrial application in 
agriculture, mining and quarrying, manufacturing, electricity, 
gas and water, construction and transportation. 


+++ Capital repayments and interest payments as % of total exports 
of goods and services as given in the balance of payments account. 





SUMMARY 


1981 was a difficult year for most developing countries, including 
Cyprus. Economic growth slowed appreciably especially when 
compared to the years immediately following the Turkish intervention 
of 1974. Nevertheless, the GNP did increase by 1.2% in real 

terms and certain sectors such as tourism, services and manu- 
facturing enjoyed considerable success. On the negative side, 
unemployment became a concern for the first time in several years. 
The rate of inflation, although down slightly from 1980 to 10.8% 

in 1981, is still at an unsatisfactory level. The foreign trade 
balance imoroved slightly due to increased exports and a 
decline in imports induced by a Sluggish domestic economy. 1982 
looks to be more of the same - slow but real growth and with some 
further moderation in the inflation level. The major concerns in 
the coming months will be a continuing large government deficit 

and the world economic recession especially as it affects Cyprus' 
major export markets. 


END SUMMARY. 


A. CURRENT ECONOMIC SITUATION AND TRENDS 





1. Economic Developments in 1981. 





Although 1981 was not a banner year, Cyprus, when compared to many 


developing countries,did rather well. As a result of the stabili- 
zation of world oil prices and the restrictive credit policy 
imposed by the Central Bank on private lending, inflation slowed 
from over 13 percent in 1980 to 10.8 percent in 1981. The economy 
registered a small but real growth; gross domestic product at 
constant prices increased by 2.6 percent. Most sectors showed some 
improvement, but manufacturing and tourism accounted for most of 
the increases. The economy, however, was not without problems. 
The government continued to run a substantial deficit estimated 

to be C&43.6m necessitating substantial foreign and domestic 
borrowings. The deficit which is primarily due to increases in 
Civil servants'salaries which are inflation indexed, and 
agricultural subsidies will in every likelihood continue in 1982. 
The political realities of the Presidential elections scheduled in 
early 1983 seem to preclude the enactment of legislative remedies 
to reduce expenditures or increase revenues. Because of the very 
conservative fiscal policy followed by the Cyprus Government 
during most of the post~-independence period, the total foreign 
debt is still relatively low. The cost of debt servicing is 
expected to be about CB45m in 1982 or about 8 percent of exports 
of goods and services. Even if the Government is successful in 
reducing its revenue shortfalls after the elections, foreign 

debt is expected to continue to rise in coming years as the 
government undertakes several large development projects to improve 
the road network, and exploit the water resource of the island. 





Unemployment increased slightly from 2.4% to 2.8% in 1981. 
This figure, although low, is worrisome in that much of the 
joblessness is concentrated in recent university graduates 
seeking employment for the first time. Fortunately, Cyprus 
has a safety valve through employment opportunities in the 
Middle East and in its own tourism sector. Finding suitable 
employment for its highly trained university graduates will 
continue to be a problem given the small size of the economy 
and the absence of indigenous technical and scientific 
institutions. 


Total fixed investment increased by about 5.6 percent in 

1981 to CB271lm. Sixty percent of this investment was in 
construction. Expenditure on capital machinery dropped in 

real terms by 10% in spite of tax incentives enacted in May 1981 
reflecting the general cautious attitude of investors excluding 
those in the tourist sector for the medium to long term. 


2. Sectoral Developments 


Agriculture. The agricultural sector, still the largest source 
of employment, has grown more slowly in the past few years than 
manufacturing and service sectors. This is due in part to 
difficult market conditions in Europe along with weather and 
water problems on the island. The sector's contribution to 

GDP at real prices showed almost no change from 1981. The 
stagnation in income was due to decreases in potato and cereal 
production. In contrast, citrus production was up substantially 
led by oranges which increased 22%, grapefruit 6% and lemons 3%. 
The value of citrus exports rose from C58.4m in 1980 to C&llm 
in 1981. Production of meat, carrots, carobs, and dairy 
products also increased in 1981. Grapes and grape products 
continue to face very difficult market conditions in Europe, 

a situation which is expected again in 1982. Government 
subsidies of grape producers reached C&3.¢m in 1981 and are 
expected to grow to C55.3m in 1982. 


Mining. The importance of the mining sector has been on the 
decline for several years due to depletion of known resources 
and poor market conditions abroad. This trend continued in 
1981. Output of asbestos and chrome dropped by 30%. The 
number of employees decreased by 14.6% from 1,644 to 1,404. 


Manufacturing. Spurred by strong foreign demand, the 
manufacturing sector grew by about 6.3% in real terms in 1981. 
The value added in Cyprus in this sector in 1981 was C5147m, 
while the total value of manufacturing output is estimated to 
have been C5440m. The manufacturing sector is the second 
largest source of employment on the island,accounting for 
every fifth job. This sector,with few noticeable exceptions. 
consists of small scale family owned units, many of which are 
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undercapitalized and employ labor intensive techniques. Because 
of the rapid rise in local wages, many Cyprus products are 
certain to face difficulties in foreign markets in the coming 
years unless measures are taken to rationalize production and 
bring wage costs under control. Among these products which 

face the strongest foreign competition are clothing and foot- 
ware, both of which had increased foreign sales in 1981. Export 
of ciothing increased 40% to C539m in 1981, and footware exports 
increased 50% to C517.5m. The paper and carton industry also 
had a strong gain in foreign sales increasing by 50% in 1981 to 
Cél10m. The wine industry experienced a bit of a turnaround 

in 1981. The total value of wine products sold in 1981 was 
C&l6m and increased 37% over the previous year. An improvement 
in the U.K. market for sherry, and increased tourism, is said 

to have been responsible for most of the increase. Nevertheless, 
there was still overproduction of table wine and brandy alcohol 
which need to be sold below the cost of production. 


Other products which showed good increases in foreign sales 

were chemicals and related products up 46% to CBé6ém and machinery 
and transportation equipment up 47% to CH6.2m. Cement production 
was adversely affected by a slow down in domestic construction 
and weak foreign demand. Production fell from 1.23m metric tons 
in 1980 to 1.05m tons in 1981. Exports fell by 23% to 494,583 tons. 


Services. The service sector has been growing faster than most 
other sectors in the economy and enjoyed a real rate of growth 
over the past three years of 7.9%. The tourist industry led 

the advance with a 20% increase in foreign tourist arrivals in 
1981. To accommodate the increasing number of tourists, 

16 hotels and 24 hotel apartments were put into operation last 
year. Total bed capacity now stands at 15,253 and is expected 
to increase by 12% in 1982. A total of 429,313 foreign tourists 
came to Cyprus in 1981. Foreign currency earnings from tourism 
was C5102m out of a total C5300m of total invisible receipts. 


Foreign Trade. There was an improvement in the foreign trade 
position of Cyprus for the first time in several years. As 
valued in Cyprus Pounds, imports grew at a slightly slower pace 
in 1981 than in 1980, 16% vs 18.6%. In terms of dollar values, 
imports actually declined. The growth rate of consumer imports 
was cut in half during 1981 and imports of capital goods fell 
by about CB6.5m. Transportation equipment also showed an 
absolute decline of C57.8m. Imports of raw materials increased 
by about 30% reflecting the brisk demand for manufactured goods. 
Energy imports in terms of Cyprus Pounds increased by 33% in 
1981 to CB104m. The increase could have been less were it not 
for existing government to government fixed price contracts. 

In any case, the increase was substantially less than in 1980 
when energy imports increased by 76%. 





Exports as valued in Cyprus Pounds showed a substantial 
increase of C&50.3m for a total of CB238.5m. Leading the 
growth in domestic exports were food and beverages with 

a 33% increase, consumer goods with 37% increase and 
industrial paper products with 44.13%. 


The Arab countries took 50% of total domestic exports, a 
slight increase from 1980. EEC countries remained the 
second most important customer for Cyprus taking about 32% 
of total domestic export. The surplus in the invisible 
balance increased 25.5% in 1981 to CB160m. Most of the 
increase came from the previously mentioned rise in tourist 
traffic. Benefitting from the improved trade situation and 
an increase in capital inflows, the balance of payments 
surplus increased from about $10m to over $70m. 


3. Outlook £Eor 2982 


Because the small domestic market, the dependence on exports 
in both the manufacturing and agricultural sector, and the 
importance of tourism, the economic health of Cyprus is in 
large measure dependent on external factors which are difficult 
to forecast. For example, the rapid growth of Cypriot manu- 
factured exports to Arab countries is in large measure due to 
an insatiable demand in those countries for products which the 
local manufacturers were in position to satisfy after 1974. 
Cypriot exporters have no substantial competitive advantage 
over other suppliers, especially from the Far East, except for 
their ability to respond quickly to a new market. As these 
markets become more price and quality selective, Cyprus may 
have difficulty meeting the competition from large high volume 
producers of shoes and clothing. Besides becoming more 
competitive, there has been a deterioration in the financial 
condition of several important markets for locally manufactured 
goods i.e., Libya and Irag. The financial health of Libya has 
been especially worrisome to Cyprus clothing manufacturers who 
have enjoyed considerable success in that country. To be sure, 
Cyprus as an importer of energy has benefitted from the stabi- 
lization of oil prices, but because of the proximity 

of the Arab countries and their importance both as outlet for 
Cyprus products and a source of employment for its people, 

the net benefit of a decline in oil prices may in the long 
term be small or even negative. 


The domestic political situation has also had its effects on 
the economy. Since the Turkish intervention in 1974, private 
investment with some notable exceptions has tended to be of the 
short term, fast payback type rather than the major long term 
variety. The political maneuverings in preparations for the 





Presidential elections in early 1983 have also added to 
investor nervousness. Because of rising wage levels, Cyprus 
industry must invest to improve productivity or risk losing 
its export markets in the Middle East. Given the political 
uncertainty, both domestically and abroad, the private invest- 
ment outlook, excluding the tourism sector, looks unfavorable 
in 1982. 


The short term outlook for tourism is bright. Hotel bookings 
are strong and construction of additional facilities is 
proceeding at a rapid pace. This expansion should continue for 
one or two more years. However, tourism is also subject to 
external factors such as economic conditions in Europe and 
stability of neighboring countries. 


Assuming that (1) oil prices remain stable; (2) there is no 
major political upheaval or military conflict in the Middle 
East; (3) the economy in Western Europe improves in the second 
half of 1982, Cyprus should do at least as well this year as 
last year. 


B. IMPLICATIONS FOR THE U.S. 





1. With only half a million population, Cyprus of course, is a 
small market for U.S. products. ‘ith the exception of grains, 
it is self-sufficient in many agricultural products exported by 


the United States, limiting our sales even more. Nevertheless, 
U.S. exports to Cyprus have shown good growth during the past 
few years and the U.S. has become the fourth largest supplier, 
ranking behind the U.K., Italy and Greece. In 1981, the U.S. 
share of the market rose from 6% to 7.3% and total exports 
increased from $71.6m to $85.2m. As in the past, the most 
important commodities were wheat and animal feed grains, the 
sales of which rose from $23m to $43m between 1980 and 1981. 
Other products showing increase were tobacco, electronic 
equipment and textiles. 





The high interest value of the dollar combined with increasing 
transportation cost and the uncertain investment climate 

has hurt the sale of certain manufactured products. For example, 
sales of machinery fell from U.S. $8.7m in 1980 to $5.6m in 
1981. Sales of industrial paper also fell in 1981, in spite of 
an overall increase in Cyprus imports of paper, due to the 

high value of the dollar. 


Aside from grain sales which should remain stable, the market 

of U.S.-origin products in 1982 is uncertain. The dollar 
continues to remain very strong in relation to the Cyprus Pound, 
making U.S. products relatively dear in comparison to European 
or Asian-sourced preducts. In addition, the investment climate, 
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as mentioned before, continues to be pessimistic, thus reducing 
the demand for high technology capital goods in which the 
United States may have a technical advantage. 


2. Area of Special Interest to U.S. Firms. Cyprus has one of the 
most modern telecommunications systems in the region. The Cyprus 
Telecommunications Authority is expected to continue to expand 
its services and modernize its facilities and will continue to 
be in the market for telecommunications equipment. 


The Civil Aviation Department is building a new international 
airport at Paphos and plans to tender for an air traffic control 
radar in the near future. The Electricity Authority in cooperation 
with the Ministry of Commerce and Industry has contracted with 

a leading U.S. engineering firm to study the feasibility of using 
coal to generate electricity and manufacture cement in Cyprus. 

If the study proves to be favorable, an expansion of the ports 

and upgrading of the electrical generating facilities will be 
required. The Cyprus Ports Authority is now in the midst of a 
major expansion of the Limassol harbor. The Authority is 
considering a major upgrading of its container handling facilities 
and may tender for container loading cranes in 1982. Contracts for 
projects undertaken by Government and semi-government bodies are 
awarded on the basis of international tenders. Price and financing 
are major factors in the selection process. American firms wishing 
to cooperate are advised to offer competitive long term financing 
as part of their proposals. 


Development projects financed by IBRD are focused on improving 
transportation and exploiting the water resources of the island. 
Ongoing projects include the Nicosia-Limassol Highway, Vassilikos 
Pentaskinos irrigation project, the Limassol road bynass, a 

project to upgrade rural roads, and a project to improve the 
marketing of early fruits and vegetables. Projects which are under 
consideration by IBRD and may be approved this year include an 
alternative energy project, a large water conveyance pipeline 

known as the Southern Conveyor and a related water storage dam 

on the Kourris river. 


3. EEC Association Agreement: Negotiations on a second stage in 
the Association agreement between Cyprus and the European 
Community have been postponed due to opposition from several 
Community members. Discussions between Cyprus and the EEC are not 
expected to commence before the second half of 1982. In the 
interim the existing regime was extended unilaterally by the EEC. 


4. Cyprus as a Base for Regional Operations: Because of its 
geographic location and excellent telecommunications, Cyprus has 
become a center of operations for multi-national firms operating 
"off shore" serving Middle East markets. In 1981, several American 
firms established offices in Nicosia joining the approximately 
twenty already operating here. In early 1982, the Central Bank 
licensed the first "off shore" bank. The Government hopes that 

in time Cyprus will emerge as a center for international finance 
as a compliment to the existing "off shore" sales and service 
operations. 








You might be, if you don’t have current, up-to-date in- 

ARE formation on the countries to which you are marketing. 
Overseas Business Reports and Foreign Economic 

YOU Trends and their Implications for the United States 
offer country-by-country reports with the information 


EXPORTING you need to succeed in overseas business. 
Overseas Business Reports (oBr’s)—40 
BLINDFOLDED? a year—bring you detailed information on overseas 


trade and investment conditions and opportunities. 
They'll bring you the latest marketing information on 
countries offering good potential as sales outlets for 


U.S. goods. You'll find information on: 


@ trade patterns @ transportation 

@ industry trends @ trade regulations 

@ distribution channels @ market prospects for 

@ natural resources selected U.S. products 

®@ population @ finances and the 
economy 


The OBR World Trade Outlook Series gives you a 
twice-a-year analysis of U.S. export prospects to all 
major trading companies. 


Foreign Economic Trends and their 
Implications for the United States 


focus closely on current economic developments and 
trends in 130 countries. This series is essential for 
analyzing new elements and trends to help you plan 
and evaluate your commercial or investment programs 
overseas. Each report: 


@ is prepared on the scene by U.S. Foreign Service 
and Foreign Commercial Service experts 

@ pinpoints the economic and financial conditions of 
the country, and how they could affect U.S. 
overseas business 

@ describes the principal influence of current condi- 
tions and future trends on the economy 


Use the order form below to start your subscription to 
both series today. 
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